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The FASB — Action and Some Reaction
Marilyn J. Nemec, CPA 
Alexander Grant & Co. 
Chicago, Illinois
With the organizational details of fund­
ing, selection of members and office 
facilities, and establishment of rules of 
procedure and of personnel policies com­
pleted, the Financial Accounting Stan­
dards Board was ready for action. Its ini­
tial agenda published in April 1973 was 
comprised of these seven items:
• Accounting for Foreign Currency 
Translation
• Reporting by Diversified Companies
• Accounting for Research and De­
velopment and Similar Costs
• Accounting for Future Losses
• Criteria for Determining Materiality
• Accounting for Leases by Lessees and 
Lessors
• Board Qualitative Standards for Fi­
nancial Reporting
Two other projects, Accounting for Busi­
ness Combinations and Related Intangi­
bles and Reporting the Effects of General 
Price-Level Changes in Financial State­
ments, have since been added.
The decision to add business combina­
tions was the result of the FASB's invita­
tion to financial executives, analysts, ac­
countants and other interested parties to 
submit comments on the need to replace, 
revise or interpret pronouncements of the 
Accounting Principles Board and the 
Committee on Accounting Procedure. 
Responses indicated that a complete re­
consideration of Accounting Principles 
Board Opinions No. 16, Business Combi­
nations, and 17, Intangible Assets, was 
needed and that this was the subject most 
urgently requiring attention.
The FASB's stated reason for adding 
price-level accounting to its agenda was 
the increase in the rate of inflation since 
Accounting Principles Board Statement 
No. 3, Financial Statements Restated for 
General Price-Level Changes. This state­
ment concluded that, although not re­
quired at the time for a fair presentation of 
financial position and results of opera­
tions in conformity with generally ac­
cepted accounting principles in the 
United States, general price-level finan­
cial statements or information extracted 
from them was useful information and 
that it might be presented in addition to 
the basic historical-dollar financial state­
ments. The FASB emphasized that, in its 
deliberations, consideration will be given 
only to price-level statements as supple­
mental information, not as a replacement 
of historical-dollar financial statements.
The ultimate product resulting from 
each of these nine projects is expected to 
be a Statement of Financial Accounting 
Standards. Several procedures are gener­
ally required to be carried out prior to 
issuance of a Statement of Financial Ac­
counting Standards. First a task force is 
appointed to define the problem and its 
financial accounting and reporting is­
sues, determine the nature and extent of 
research to be undertaken, and prepare a 
discussion memorandum outlining alter­
native solutions and the arguments and 
implications relative to each. The task 
force is headed by a member of the FASB 
and includes persons with special exper­
tise in the assigned subject. The experts 
chosen are not necessarily practicing pub­
lic accountants, they may be financial ex­
ecutives or educators. A public hearing is 
held 60 days after issuance of the discus­
sion memorandum. The purpose of the 
discussion memorandum is to serve as a 
basis for the public hearing and to solicit 
papers from interested persons and or­
ganizations. After the FASB has studied 
the papers submitted and testimony at 
the public hearing, an exposure draft is 
prepared stating its proposed position. 
Exposure drafts are issued only after an 
affirmative vote by at least five of the 
seven members of the FASB. Following 
exposure and evaluation of public com­
ments resulting from it, a Statement of 
Financial Accounting Standards is pre­
pared and voted upon by the FASB. Final 
approval also requires an affirmative vote 
by at least five FASB members. Comple­
tion of all these procedures takes a great 
deal of time. The FASB Rules of Procedure 
do permit the issuance of a Statement fol­
lowing exposure but without a public 
hearing if, in the judgment of the FASB on 
the basis of existing data, an informed 
decision can be made without a public 
hearing. This rule permitted the FASB to 
move with comparative speed in issuing 
its first Statement.
Although the subject of Accounting for 
Foreign Currency Translation is one of the 
projects on its agenda, the FASB deter­
mined in October 1973 that there was 
immediate need for standards of disclo­
sure in this area because of continuing 
realignments of exchange rates, the 
number of accounting alternatives avail­
able, the diversity of practice, the lack of 
specific disclosure requirements in exist­
ing accounting pronouncements, and the 
limited amount of information concern­
ing translation practices being disclosed 
by some companies with material foreign 
operations. Since previously completed 
research studies were available, only lim­
ited additional research was required and 
an exposure draft was issued for public 
comment on October 19, 1973. Statement 
of Financial Accounting Standards No. 1, 
Disclosure of Foreign Currency Translation 
Information, was issued early in De­
cember 1973, shortly after the expiration 
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of the minimum exposure period. The 
Statement is effective for periods ending 
after November 30, 1973. It provides that 
the following information is to be dis­
closed:
• A statement of translation policies 
including identification of (a) the balance 
sheet accounts that are translated at the 
current rate and those translated at the 
historical rate, (b) the rate used to trans­
late accounts in the statement of earnings 
(for example historical rates for specified 
accounts and a weighted average rate for 
all other accounts), (c) the time of recogni­
tion of gain or loss on forward exchange 
contracts, and (d) the method of account­
ing for exchange adjustments (and,if any 
portion of the exchange adjustment is de­
ferred, the method of disposition of the 
deferred amount in future years).
• The aggregate amount of exchange ad­
justments originating in the period, the 
amount thereof included in the determi­
nation of income and the amount thereof 
deferred.
• The aggregate amount of exchange 
adjustments included in the determina­
tion of income for the period, regardless 
of when the adjustments originated.
• The aggregate amount of deferred ex­
change adjustments, regardless of when 
the adjustments originated, included in 
the balance sheet and how this amount is 
classified.
• The amount by which total long-term 
receivables and total long-term payables 
translated at historical rates would each 
increase or decrease at the balance sheet 
date if translated at current rates.
• The amount of gain or loss which has 
not been recognized on unperformed 
forward exchange contracts at the balance 
sheet date.
Illustrative notes containing the required 
disclosures are included in an appendix to 
the Statement.
In addition to Statement No. 1, the 
FASB has released the Discussion 
Memorandum relating to Accounting for 
Research and Development and Similar 
Costs (public hearing set for March 15, 
1974) and the Discussion Memorandum 
relating to Reporting the Effects of Gen­
eral Price-Level Changes in Financial 
Statements (public hearing set for April 
23, 1974). As explained above, the discus­
sion memorandum merely sets forth the 
issues and related arguments and impli­
cations and does not state any conclu­
sions.
While the FASB has not as yet issued 
any interpretations of existing pro­
nouncements of the Accounting Princi­
ples Board and the Committee on Ac­
counting Procedure, it has the authority 
to do so. The procedure is much simpler 
than that required to issue a Statement. 
The proposed interpretation must be 
submitted for comment to the members of 
the Financial Accounting Standards Ad­
visory Council (the separate advisory 
group established under the Financial 
Accounting Foundation) for a period of 
not less than fifteen days. The FASB may 
expose a proposed interpretation for pub­
lic comment at its discretion. An affirma­
tive vote by at least five of the seven 
members of the FASB is required for is­
suance of an interpretation.
From this brief review of the accom­
plishments of the FASB it is obvious that 
the prodigious pronouncements which 
were expected by the accounting profes­
sion, the financial community and others 
concerned with the reliability of financial 
statements have not materialized. The 
auditors' assurance that a company's fi­
nancial position and results of operations 
are presented in accordance with gener­
ally accepted accounting principles is still 
being questioned. The financial analysts 
and the astute investor study the financial 
statements and related notes to determine 
which generally accepted accounting 
principles are being applied. Earnings of 
companies who consistently adopt the 
most liberal accounting methods and who 
present inadequate disclosures concern­
ing the principles followed are often con­
sidered suspect. Subsequent events 
sometimes prove that these suspicions 
were well founded. It should not be for­
gotten that if the FASB falters, the Sec­
urities and Exchange Commission and 
other governmental agencies stand ready 
to do what the accounting profession 
cannot do for itself.
While the FASB's decision to add busi­
ness combinations to its agenda was a 
result of responses to its own request for 
comments on prior pronouncements, the 
SEC's issuance of Accounting Series Re­
lease No. 146, Effect of Treasury Stock 
Transactions on Accounting for Business 
Combinations, must have influenced the 
decision to some degree. The SEC's influ­
ence seems more obvious in the decision 
to add price-level accounting to the FASB 
agenda which followed so closely the 
SEC's issuance of ASR No. 151, Disclosure 
of Inventory Profits Reflected in Income in 
Periods of Rising Prices. The Commission­
ers and the Chief Accountant of the SEC 
have expressed their desire to support 
and work with the FASB. The Chief Ac­
countant, John C. Burton, has charac­
terized the relationship of the SEC and the 
FASB as one of mutual nonsurprise where 
each must advise the other of how they 
are thinking and what they are doing. On 
December 20, 1973, the SEC issued ASR 
No. 150, Statement of Policy on the Estab­
lishment and Improvement of Accounting 
Principles and Standards. This release 
states:
"... the Commission intends to con­
tinue its policy of looking to the private 
sector for leadership in establishing 
and improving accounting principles 
and standards through the FASB with 
the expectation that the body's conclu­
sions will promote the interests of in­
vestors."
However, the release also states:
"The Commission will continue to 
identify areas where investor informa­
tion needs exist and will determine the 
appropriate methods of disclosure to 
meet these needs."
While the SEC's confidence in the FASB 
and its desire to work with the FASB is 
now well known, the SEC's impatience 
with the FASB is also well known. In a 
recent speech, Commissioner Sommer 
pointed out that the FASB must first adopt 
a policy of deliberate speed. The FASB's 
handling of the price-level accounting 
project does seem to indicate an attempt 
at speedy action.
Financial Statements
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dent accounting firm in the United States. 
An external board would represent the 
government and a bargaining process 
would ensue over the amount of profits 
on which taxes are to be paid. An internal 
board would be part of the bank's staff.
Summary
The major differences may be sum­
marized as follows: The letter to the stock­
holders submitted by the president or 
chairman of the board was two to three 
times longer in the Italian and Japanese 
bank reports as compared to the length of 
the same letter in the United States bank 
reports, as they discussed in much greater 
depth the national and international fi­
nancial and economic conditions. The in­
come statements varied in format and 
contained differing account titles. Only 
reports issued by United States banks 
contained a Statement of Changes in Fi­
nancial Position. These same reports il­
lustrated more financial information by 
use of charts and graphs. And, the 
auditor's report ranged from "no report" 
to the standard unqualified report.
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